Economic Thought 


What we would today recognise as economic argument first appeared during the 
seventeenth century in texts directed to practical issues of trade, finance and population. 
Such argument is aligned therefore by a domain of problems, not by any distinctive 
analytical approach; ‘economic analysis’ can therefore be identified as such by the 
character of the issues addressed, not by the nature of the analytical techniques 
deployed. In the later eighteenth century some kind of consensus did form around the 
principal features of an appropriate framework of analysis; Adam Smith’s Inquiry into 
the Nature and Causes of the Wealth of Nations (1776) applied to the existing domain 
of problems a consistent set of principles turning upon the ‘system of natural liberty’ 
which the book espoused. Smith’s own work was rooted in the Scottish Enlightenment; 
and the subsequent development of classical political economy in Britain during the 
first decades of the nineteenth century was heavily influenced by figures from Scottish 
intellectual life, by publications such as the Edinburgh Review, and by educational 
innovations flowing from Scotland, most notably the creation in 1826 of a secular 
University of London teaching a range of modern subjects, among them political 
economy, taught by a Scot, J. R. McCulloch. Smith himself had drawn heavily on the 
existing economic literature of the time, especially that produced by Frangois Quesnay 
and the Physiocrats, whose work he encountered while travelling in France during the 
1760s. In Germany, Austria, Italy and Russia the ready reception of Smith’s teaching 
was directly related to Enlightenment thought and the reading public which it shaped. 
In continental Europe Smith’s book was soon translated, and quickly gained canonical 
status; and so, across Europe, from Edinburgh to St. Petersburg, a direct linkage can be 
identified between the Enlightenment and the diffusion of modern economic analysis. 


The principal lines of development with which we will be concerned here were aptly 
summarised by Bruno Hildebrand in the mid-nineteenth century, relating economic 
concepts to political developments in a manner which still informs our understanding 
today: 


The oeconomists of the absolutist state, the so-called Mercantilists, 
regarded the economic life of peoples as the product of human 
government, a life whose purpose was attained by decree. The 
Physiocrats and Adam Smith, by contrast, claimed that the human world 
was governed by natural laws as immutable as those which ruled the 
world of plants and minerals; hence they considered all such government 
regulations to be disadvantageous restraints imposed upon the healthy 
development of economic life according to its own natural laws. 
Against the mercantilist system of prohibition and protection they set the 
principle of free trade; against the established orders of guilds and 
industrial monopolies they set free competition; against the remnants of 
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the medieval agrarian constitution they set the necessity of completely 
free and partible landed property; against the system of commercial 
police they set that of unconditional commercial freedom. 

Out of this Enlightenment confrontation there emerged Political 
Economy as a new science of the natural laws of human exchange, 
which was to achieve for human society something similar to that which 
Physics and Chemistry had accomplished for the entire material world. 
(Hildebrand, 1863) 


To begin with, then, we need to consider the ‘oeconomists of the absolutist state’. 


1. The Formation of Political Oeconomy 





Underlying the diverse focus of works such as Thomas Mun’s England’s Treasure by 
Forraign Trade (1664) or John Locke’s Some Considerations of the Consequences of 
the Lowering of Interest and Raising the Value of Money (1690) is a concern with the 
‘strength of the nation’. As Charles Davenant put it in his An Essay on Ways and 
Means (1695), linking overseas trade to the domestic supply of agricultural labour: 
‘Trade, as it is now become the strength of the kingdom, by the supply it breeds of 
seamen, so it is the living fountain from whence we draw all our nourishment; it 
disperses that blood and spirits through all the members, by which the body politick 
subsists.” (1771 Vol. I p. 16). This image of the function of the economy in the 
nourishment of the ‘body politic’ runs back to Hobbes’ Leviathan, and forward to 
Quesnay’s Tableau Economique; and as Petty argued in his Political Anatomy of 
Ireland (1691), to govern without a knowledge of anatomy and the state of health of 
this body politic *...is as casual as the practice of Old-woman and Empyricks.’ (Hull, 
1899 Ip. 129). 


From the beginning, therefore, economic argument sought to identify appropriate 
policy for the governance of a state, and was consequently addressed to those with 
influence over the determination of policy, members of the monarch’s court and of the 
monarch’s administration. In some cases economic treatises were a form of extended 
job application, proffering advice and seeking preferment at Court on the basis of 
special skills in the creation of wealth — the archetypal economic consultant. The 
science of economics was in the seventeenth century closely linked to the science of 
alchemy; two variations on the theme of creating wealth. If the proffered economic 
advice seemed too roundabout a method, there always remained a more direct route 
through transmuting base metal into gold, doing without the laborious administrative 
effort required to generate increased revenues from field and workshop. Johann 
Joachim Becher for example published a Politischer Discurs in 1668 which offers a 
‘sceleton politicum’, an analysis of the various elements of society, their respective 
contributions to the common good, and the virtues required of a ruler and his officials. 
Later in his career, as a form of insurance perhaps, he devised a plan to extract gold 
from the Dutch seashore near Scheveningen. (Smith, 1994) John Law’s rational plan to 
deal with the French national debt in the early eighteenth century is part of this same 
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pattern, in which the ‘oeconomist of the absolutist state’ was one of many projectors 
seeking favour, and fortune, at Court. In Germany the role of universities in training 
state officials led in the early eighteenth century to the development of systematic 
teaching in economic principles suited to the administration of the territorial state; and 
this teaching became known as Cameralism, reflecting its Courtly origins. 


This does not mean that the arguments put forward by projectors and aspirant state 
employees, in the absence of a consistent set of analytical principles, lacked logic or 
consistency . But an autonomous economic domain, populated by agents pursuing their 
own ends, regulated by general principles with whose aid policy could be evaluated and 
guided, did not yet exist. The order which governed this ‘body politic’ was the reign of 
a monarch, not the dictate of economic forces. Hence the emphasis by Hildebrand on 
the centrality of the ‘absolutist state’, a rationalised monarchy which had placed behind 
it the destructive confessional wars of the early seventeenth century. The power of 
such a monarch was seen to be connected to economic factors, such as the nature and 
extent of the trade carried on by the nation, the numerousness of the population, or the 
quantity of money in circulation; but these factors were so many disparate sources of 
strength or weakness, and not systematically linked together. We can perhaps 
understand this more readily by considering the constitution of the term ‘political 
oeconomy’, the forerunner to the ‘classical’ political economy originating with Smith 
and persisting until the emergence of a subjectivist ‘neo-classical’ economics in the 
closing decades of the nineteenth century. 


Aristotle’s Politics had outlined two forms of human association: the oikos and the 
polis. The first of these, the household, was for the satisfaction of private daily needs; 
the second, the domain of political association, structured public life. Aristotle, 
responding to Plato’s argument that the art and technique of government was 
everywhere the same, presented in his Politics a typology of variant ways in which 
public life could be structured. In contrast to the conceivable variability of political 
organisation, there was only one model for the household, whose head ruled over its 
members like a monarch over his subjects, securing the proper employment and 
maintenance of property and persons. Since Aristotle had also argued in his 
Nicomachean Ethics that the virtuous man set no store by wealth, the principles 
governing the management of the household concerned the preservation of its assets, 
not their increase. A well-ordered household was therefore one in which members and 
objects of moveable and immoveable property were maintained in their proper place; it 
was no part of the aims of the virtuous household head to purposefully increase the size 
of the household, nor the property which belonged to the household. Trade and finance 
certainly existed, but this was outside the household, in a public domain in which the 
private dictates of virtue and prudence were inapplicable. Merchants engaged in trade 
and money-getting were subordinated to the principles of government, not to the 
regularities of an impersonal ‘market’. 


The assignation of household oeconomy to the private domain, and politics to the 
public domain, also implied that the foundation of the oeconomy was the daily work 
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carried out in field and olive grove. Such work subsisted the household, and was in 
addition repeated in a definite cycle each year, such that agricultural labour might be 
conceived as the material foundation of human existence while sharing in its natural 
rhythms. This basic conception could also be extended to non-agricultural labour 
directed to the manufacture of tools, clothing and other necessities. Trade and finance 
were however quite distinct pursuits; no matter how important each might be for 
individual merchants or moneylenders, they had no direct relation to the production of 
material goods, nor did the pattern and rhythm of their activity invite comparison with 
those of the natural world. A productive population was one in which agricultural and 
industrial labour predominated, other activities being treated as of minor significance in 
the creation of wealth and welfare. David Hume underscored this in his essay ‘Of 
Commerce’ (1752), where he treats the economically-active population of a state as 
‘divided into husbandmen and manufacturers. The former are employed in the culture 
of the land; the latter work up the materials furnished by the former, into all the 
commodities which are necessary or ornamental to human life.’ (Hume, 1955, p. 5) 


This basic distinction, of agriculture and manufactures on the one hand, and trade and 
finance on the other, was one which permeated the economic discourse of the 
seventeenth and eighteenth centuries, contrasting the production of goods through the 
application of human activity with the exchange and circulation of such products. This 
differentiation was then preserved by classical political economy in its distinction 
between productive and unproductive labour, a distinction argued by Adam Smith to 
turn on the difference between the production of a material object, and the production 
of a service. Economic activity was, according to this conception, the application of 
human labour and skill to the production of material goods; this was what generated 
value. Trade and finance could not by this definition create value; they merely 
circulated it, and this conception persisted into the later nineteenth century. Trade and 
banking might well play a part on the creation of wealth; but only city states could live 
from these activities alone. 


In the early seventeenth century a new mode of reasoning began to emerge which 
extended the Aristotelian conception of the household and its management into the 
public domain, modelling the monarch on the head of the household. This created a 
new ‘political oeconomy’ in which the principles of mutual dependence and 
subsistence which ordered the household were applied, metaphorically, to the state. 
The welfare of subjects and the might of a monarch thus became identified with the 
‘strength of a state’, and arguments were advanced concerning the best method of 
augmenting this strength. A powerful monarch could not retain such power by the 
simple exploitation of his subjects, it could be secured only through an increase in the 
number of subjects or improvements to their welfare — which, given the living 
conditions of the time, amounted to much the same thing. The larger the population, 
the more extensive the fiscal base, and the greater the amount of economic activity; and 
the larger the population the greater the resources available for waging war, adding the 
populations of other territories to those of the ruler. Ruled by such simple dictates, the 
pathway to success led through wise and judicious management of existing resources, 


E:\OUP Econ Thought.doc 16 February, 2001: page 4 


and the identification of poorly exploited activities which might contribute to the 
‘strength of the state’. 


This ‘strength’ could best be gauged in a comparative fashion. Thus we find William 
Petty opening his Political Arithmetick (1690) with a demonstration that a small 
country with few people (eg. Holland) could be equivalent in wealth and strength to a 
large, populous country (eg. France) (Hull, Vol. I p. 249). The difference, he 
suggested, lay in situation, trade and policy — where naturally nothing could be done 
about the first, the second depended greatly upon the first, leaving ‘policy’ as the most 
significant differentiating factor between states. What the best policy might be was a 
matter for debate and argument. As Petty went on, ‘...the impediments of Englands 
greatness, are but contingent and removable’ (the title of Political Arithmetick, Ch. V) 
and could be reduced to administrative and territorial obstacles to the development of 
trade and taxation. 


This concern with the ‘impediments’ to the welfare of monarch and people was one 
commonly encountered in the literature of the later seventeenth and early eighteenth 
centuries. The title of Philipp Wilhelm von Hornigk’s treatise of 1684 expresses this 
sentiment directly: Austria supreme, if it so wishes. Which consists of a well- 
intentioned proposal, concerning the means by which the Imperial territories can be 
elevated above any other state in Europe by means of well-conducted oeconomy, and 
furthermore, rendering them independent of the others. This was to be achieved by 
banning selected foreign commodities (manufactured wool, linen, silk and ‘French 
wares’), keeping domestically-produced goods ‘at home’, and retaining all imported 
bullion. Policy focused upon the prohibition of certain imports, the promotion of some 
other domestically-produced goods, and the accumulation of bullion has been dubbed 
‘mercantilist’, following the usage introduced by Adam Smith in Book IV of his Wealth 
of Nations; and of course this lives on today in arguments regarding protectionism and 
free trade in the international economy. From the standpoint of modern economic 
analysis, mercantilist policy limits, rather than promotes, the economic welfare of a 
state which practises it. “Bullionism’, the proposition that gold and silver should be 
attracted into the land, has been routinely treated for the past couple of centuries as a 
confusion between the means to acquire wealth, and wealth itself. There is clearly no 
long-term logic in storing up the former without seeking to convert it into the latter. 
Were writers like von Hérnigk therefore simply proffering poor advice, as is so often 
today assumed? 


In fact the situation is rather more complicated. That a ‘strong’ currency is good, and a 
‘weak’ currency bad, or that it is better to have a balance of trade surplus than a balance 
of trade deficit are ideas widespread even today and entirely continuous with the 
‘bullionist’ sentiment of the later 1600s and early 1700s. Hornigk readily 
acknowledges that a country which possessed just gold and silver and nothing else 
would be entirely dependent upon its neighbours for the most basic necessities, whereas 
a country with an adequate supply of raw materials and some gold and silver possesses 
all that is necessary in the world. The reason that Hodrnigk seeks to increase the 
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domestic supply of bullion is because of the effect this has upon the money supply, for 
expansion of the money supply stimulates economic activity and in turn consumption. 
If this virtuous circle is not to dissipate then it is important that the increase in 
consumption is not directed to imported goods, but rather to domestic products, further 
augmenting employment and welfare. There is therefore a logic to this line of 
argument if one consider the objects it is intended to serve. 


It is true that ‘mercantilist’ policy operated through sets of bans and proscriptions 
which fettered economic activity and favoured one set of agents while disadvantaging 
others. But an Aristotelian, or any other, household does not run itself, it requires 
direction, and as we have seen with Petty it was ‘policy’ that distinguished the more 
from the less successful states. What a suitable policy might be depended upon 
geography, climate and the size and composition of the population — which is why 
references to Montesquieu’s Spirit of the Laws found their way into the economic 
literature of the eighteenth century. The good order of society depended upon 
appropriate regulation; society did not, could not, regulate itself, for without detailed 
supervision the diverse interests and activities of individual subjects would simply 
hinder realisation of the common good. It was the work of ‘police’ (a police, Polizei) 
which facilitated this, a dense mesh of rules governing an ever-growing range of 
activities, seeking to forestall, rather than to punish, infringement. Rather like today’s 
municipal by-laws governing the hours when one might play music, or where one 
might cycle, this regulation of social life developed in local contexts, it did not take the 
form of prescriptive central legislation as is suggested by use of the term 
‘mercantilism’. Nor did it impede the autonomous organisation of economic life, since 
it constituted economic life, securing to the subject, for example, a sufficient supply of 
bread, and also regulating the hours of market trading, or the carriage of goods. (Tribe, 
1988 Ch. 2) 


The hallmark of a well-policed state was however the success it had in ensuring an 
ample supply of grain, its ‘grain police’, the key to order and ‘public tranquility’. 
(Kaplan, 1976 p. 14) Throughout Europe in the early modern period grain was the 
staple foodstuff for both rural and urban populations, the summer harvest renewing the 
annual cycle which saw grain distributed across the country and over the ensuing 
months. If the harvest was abundant prices were low, bread was plentiful and cheap. 
But good and bad years tend not simply to alternate, they come in runs of two or three 
successive years of unseasonable storms or cold winds; and a run of poor years could 
quickly bring about hunger, disease and death. There was no real substitute for grain in 
these economies; demand was relatively inelastic, and for any given year the domestic 
supply was fixed in autumn for the coming year. A consequence of this was that dearth 
quickly raised the price, speeding the movement of grain in the markets towards those 
with the means to buy what supplies were on offer. The physical transfer of grain, 
between regions or between countries, would in such circumstances become the focus 
of riot and unrest. The condition of agriculture, and the supply of grain, thus became 
central elements in the maintenance of political order. Low prices and an ample supply 
became the objective of regulatory effort; but how these might be secured was a matter 
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for dispute. Likewise this was linked to the question of the appropriate relationship 
between the production and consumption of non-essential goods and services. These 
were respectively the issues of the regulation of the grain trade, and of luxury; and the 
arguments which these issues engendered promoted discussion of the general principles 
of orderly markets, and the effects of the freedom of trade. 


2. Luxury and the Public Debt 





Most of the overseas trade of the seventeenth and eighteenth centuries involved the 
import of ‘luxury’ goods, more or less by definition since anything larger than a city 
state had perforce to rely on its own resources for basic foodstuffs and materials. Trade 
was composed of fine manufactured goods and ‘luxury’ foodstuffs and materials — in 
the case of Britain, spices and silks from India, sugar and coffee from the West Indies, 
tobacco from America. As we shall see in the following section, there was trade in 
grain, but the general view was that one could not rely upon international trade for such 
an essential subsistence good. Only towards the later eighteenth century did this begin 
to alter, with the development in Britain of domestic cotton textile manufacturing 
dependent upon the import of raw American cotton; and the free interchange between 
economies of very similar goods is a phenomenon that first became a significant factor 
in the growth of trade relatively late in the twentieth century. 


Given that a large proportion of overseas trade was in goods that might be regarded as 
‘luxuries’, these offered to the state a ready source of finance through the imposition of 
customs and excise duties. This line of though can be clearly seen in Rousseau’s 
contribution to Volume V of Diderot and d’Alembert’s Encyclopedia, ‘Economie 
(Morale et Politique)’: 


Let heavy taxes be imposed on liveries, carriages, mirrors, chandeliers, 
and fancy furniture, fabrics and gilding, town-house courtyards and 
gardens, theatrical performances of every kind, the idle professions: 
such as buffoons, signers, actors, and, in a word, on the host of objects 
of luxury, diversion and idleness that strike all eyes, and are all the more 
difficult to hide as their sole use is show, and they would be useless if 
they were not seen. There is no reason to fear that the proceeds from 
such taxes would be haphazard because they are only based on things 
that are not absolutely necessary: it shows a very poor knowledge of 
men to believe that once they have been seduced by luxury they can ever 
renounce it; they would a hundred times sooner renounce necessities and 
even die of hunger than of shame. (Rousseau, 1997 p. 36) 


Quite evidently the issue of luxury is closely linked to a critique of the corrupting 
influence of personal vanity, and linked by many to the advance of commercial society, 
a form of society destructive of virtue since economic activity came increasingly 
detached from the virtues of the oikos. But even such a well-administered state as 
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Britain came, after the War of Spanish Succession, to depend for its revenues upon 
customs duties on overseas trade and excise duties levied chiefly upon domestically- 
produced alcohol. (Brewer, 1989 Ch. 4) The rising cost of waging war drove up the 
national debt of all major European states, so that current state revenue became 
increasingly reliant on the growth in consumption of luxury goods and the associated 
increased flow of duties. The moral critique of luxury consumption came into conflict 
with the fiscal interests of the state. 


Britain sustained its considerable military expenditure throughout the eighteenth 
century by increasing the efficiency with which it collected taxes and duties, and 
seeking to reduce the rates of interest at which it could borrow funds. The increasingly 
disorderly nature of French public finances is by contrast part of the story leading up to 
1789, but in fact both countries sought a similar solution to their difficulties following 
the end of the Spanish War of Succession in 1713. In Britain, the South Sea Company 
was formed in 1711 and exchanged the various debts arising from the war into stock, 
reducing the rate of interest by one-third. By 1720 the directors of the Company 
devised a plan to abolish the National Debt over a twenty-five year period by 
converting long and short-term annuities into Company stock, and selling stock options 
on a market which rapidly began a rise to several multiples of the par value. This 
model was followed by John Law in Paris, although his bank was also able to issue 
bank notes, with the assistance of which its stock options could be purchased. The 
upward spiral that this practice engendered could not last long, and in the late summer 
of 1720 the bubble burst in both London and Paris. (Murphy, 1986) 


The South Sea Bubble was directly linked to problems with the national debt, but its 
effect upon the public was in the eyes of many every bit as corrupting as the over- 
indulgence of luxuries. The idea that public welfare was enhanced through the sale and 
purchase of stock options whose nominal value was increasing was as great a delusion, 
it was argued, as the conception that the increased consumption of luxury goods was a 
mark of economic progress. Adam Ferguson’s balanced discussion of the relationship 
of luxury to the ‘fruits of mechanic and commercial arts’ carefully separates this from 
the ‘depravity of the human character’ in the ‘corruption incident to polished nations’. 
(1966, p. 249). But David Hume entirely abandoned this sceptical stance, suggesting 
that the prospect of luxury consumption presented by foreign commerce stimulated 
men to industry: 


It arouses men from their indolence and, presenting the gayer and more 
opulent part of the nation with objects of luxury which they never before 
dreamed of, raises in them a desire of a more splendid way of life than 
what their ancestors enjoyed. (Hume, 1955, p. 14) 


The advance of commercial society, according to Hume, did not erode the virtue of the 
social order which it displaced, but instead refounded it in the stimulation that it offered 
for the development of human capacities. As we shall later see, this argument was 
taken up and extended by Adam Smith, marking a definitive break with the hitherto 
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dominant political oeconomy of virtue which had no place in the worlds of commerce 
and trade. 


3. Commerce, Free Trade and the Grain Supply 





It was once commonplace to encounter the history of early modern economic thought 
as a story dominated by the emergence of economic liberalism (Walther, 1984), as the 
rise to dominance of ‘laissez faire’. It can be seen from the foregoing that any such 
idea is foreign to the structure of political oeconomy, and to the states for which its 
arguments were constructed. During the eighteenth century, however, arguments 
favouring freer trade were put forward, embraced most emphatically by the 
Physiocrats, who proposed a complete reform of state, economy and taxation. The 
group which formed around the physician to Madame Pompadour, Francois Quesnay, 
later adopted the name ‘Physiocrats’ because of their conception of the natural 
foundations of economic wealth, interference with which would hinder the formation of 
wealth. However, by arguing that this natural basis was to be found in agricultural 
production as the true source of wealth, such that the natural structure of economic life 
was uniquely sustained by the ‘natural’ sector of economic activity, a significant 
continuity was established with political oeconomy. Furthermore, the Physiocratic 
admonition “pas trop gouverner’ applied to a world in which the ruler had already 
completed a root and branch reform of the state’s economy; economic activity would 
not find its own natural course, it had first of all to be subjected to deliberate and 
purposeful reorganisation on the part of a ruler who was the only agent capable of 
establishing a world of freedom and harmony. Quite evidently ‘free trade’ is a more 
complex idea than it at first sight appears. 


It is usual to associate free trade with ‘laissez faire’, but strictly speaking this is part of 
a couplet, ‘laissez faire’ and ‘laissez passer’. The latter, freedom of passage, is the 
more correct usage in respect of free trade; ‘laissez faire’ is more properly applied to 
freedom of production, hence linked to the regulation of labour and trade by guild 
organisations. When writers of the later seventeenth and early eighteenth century had 
recourse to these or similar expressions, they were not necessarily espousing a 
complete abandonment of regulation. Thus when Boisguilbert writes of ‘freedom of 
trade in grain’ he is advocating the freedom to export, but not to import, grain; Colbert, 
he argued, by preventing the export of a grain surplus, lowered prices at home, 
favouring towns and manufactures at the expense of the peasantry. (Oncken, 1886, p. 
45) ‘Freedom of trade’ is therefore directly linked to the balance of interests between 
classes of economic agent, not to some underlying equilibrating economic mechanism 
to which elsewhere Boisguilbert alluded. (Faccarello, 1986) Likewise, when the 
Procurator General of Paris wrote in 1739 of the need to make a greater effort to favour 
‘the liberty of the grain trade’, he was referring to times when harvests were good, and 
not to times of dearth. (Kaplan, 1976 p. 73). A later Procurator General, while 
emphasising the importance of the freedom of trade, emphasised the importance of 
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measures that would confine it within prescribed boundaries ‘...and prevent this 
unlimited liberty from serving as a pretext for disorders and monopolies.’ 


The key source for criticism of the ‘grain police’ during the 1750s and 1760s was 
Herbert’s Essai sur la police générale des grains (1755), which argued that for all the 
government’s attention to the distribution of grain, insufficient attention was given to 
its cultivation. Rather than seeking to control the supply of grain, it would be better to 
stimulate its production and leave the rest to free commerce. English agriculture had 
benefited from a liberal regime with respect to agriculture and trade; France, he 
suggested, would do well to emulate this example. Responding to Herbert’s book, 
D’ Argenson remarked that ‘to govern better, one must govern less’, a comment which 
was taken up in the Physiocratic maxim ‘not to govern too much’. (Oncken, 1886, p. 
61). But one ought to note that Herbert’s argument for liberty rests on the kind of 
comparison that had been a common feature in economic literature since the 
seventeenth century. He does not argue from the position that there are self-guiding 
economic forces interference with which hinders their effective development. He 
simply points to a country where the policy is better. We can note the same feature in a 
later rebuttal of Physiocratic doctrine, Galiani’s Dialogues sur le commerce des bleds 
(1770), which takes the form of a series of conversations between a Marquis and a 
Chevalier recently returned from Italy. The universalist pretensions of a Physiocratic 
natural order are deflated in Galiani’s dialogues by reference to conditions in England 
or Geneva or Spain — practising a ‘comparative anatomy’ which does not require a prior 
and detailed understanding of knowledge of the ‘anatomy and the state of health of this 
body politic’ as Petty had written. Whatever the defects of Physiocracy, their approach 
directed attention to the organisation of this anatomy, and in this way opened to way to 
the identification of the economy as a domain which was of course affected by policy, 
but which possessed its own dynamic, knowledge of which was essential to a proper 
understanding of the body politic. 


4. The New Science of Physiocracy 





The most striking monument to Physiocracy is the Tableau Economique, first published 
in 1758-9, then widely disseminated in a condensed form as part of Mirabeau’s 
Philosophie rurale (1763). The Tableau represents the exchanges which occur between 
three distinct economic classes, originating with the agricultural producers, who are 
treated as the sole source of wealth. This ‘productive class’ transfers to landed 
proprietors the entire net product of the land in the form of rent, the proprietors 
returning half of this revenue to the agricultural sector as purchases of food and wine, 
and transferring the other half as ‘sterile expenditures’ to the manufacturers of luxury 
goods, who then in turn spent half of their income on food and wine and the other half 
on manufactured goods - and so on through the year, until the entire system ran down 
to nothing and the next harvest started the sequence once more. A circuit is thereby 
established which is diminished at each round, the original product of agriculture 
providing the fund upon which the incomes of the two other classes are drawn. This 
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image encapsulates a number of basic principles. Firstly, of course, it is contended that 
agriculture is the original source of all wealth; productive labour is agricultural labour. 
Secondly, labour devoted to the manufacture of goods is ‘sterile’; no matter how useful 
or essential, this is unproductive labour which cannot augment the wealth of the state. 
Thirdly, landed proprietors receive revenues simply by virtue of their property in land, 
they too are unproductive but do no more than furnish to the agricultural producers the 
land which they till. Fourthly, the Tableau represents a balance between the classes, 
such that disturbances to this balance - by the excessive consumption on the part of 
landed proprietors, or by the excessive production of luxuries on the part of the sterile 
class, or by the imposition of taxes which hamper free circulation — will diminish the 
funds available to agricultural producers and thereby impair the development of wealth. 
The schematic nature of the Tableau, the feature which drew most criticism, served 
therefore as a critique of the condition of French public finances, of their failure to 
stimulate adequately the source of wealth, and which introduced all kinds of 
impediments to a free circulation between the classes. Although Quesnay clearly built 
upon Hébert’s tract on the grain trade, he also drew on Boisguilbert’s conception of the 
flow of payments within and between classes, identifying clearly an economic 
mechanism which ‘sound policy’ would permit to work as freely as possible. With the 
Physiocrats, then, free trade was given an economic rationale, although the agricultural 
foundation of the ideal order which they proposed sometimes deflects attention from 
this fact. (Steiner, 1998) 


Contemporary criticism of the Physiocratic model was principally aimed at two 
properties: that agricultural labour was uniquely productive, and that manufacturing 
labour was unproductive, or ‘sterile’ in their terminology, neither adding to, nor 
diminishing, wealth. A third principle, that all taxation should be levied directly on the 
net produce of agriculture in the form of a single tax, followed from this, and lends 
emphasis to the abstract and theoretical nature of Physiocratic proposals. Given the 
primacy accorded to agricultural production, any rationalisation of the taxation system 
consistent with the model should be directed to the net produce of agriculture, and this 
alone, if tax efficiency were to be optimised. Only after the fiscal system had been 
rationalised in this way might the ‘natural order’ be left to its own rhythms. Any 
determined attempt to introduce a reform of this kind would have required extremely 
active government, since the ‘fiscal inefficiencies’ deprecated by the Physiocrats were 
in fact deeply embedded sources of power and privilege. A reform programme which 
does not provide a negotiable path from the present to a desired future end state is 
simply an interesting hypothesis. How one actually measured the net produce of 
agriculture, so that an appropriate tax could be set, Quesnay did not explain. When 
Carl- Friedrich, ruler of Baden Durlach, posed this question to Mirabeau, all he got in 
return were generalities concerning the ‘new science’. Baden did in fact 
experimentally introduce a single tax, advised by Du Pont (later secretary to Turgot); 
the difficulty of estimating the ‘net product’ of agriculture was however never 
adequately resolved. (Tribe, 1988, Ch. 6) 


E:\OUP Econ Thought.doc 16 February, 2001: page 11 


Aside from the more starkly unrealistic features of the Physiocratic system, the analysis 
of circulation that it proposed was based upon the conception of an underlying natural 
order in exchanges between economic agents, a natural order upon which ‘policy’ was 
superimposed to the detriment of the welfare of the state. Summarising the features of 
the ‘new science’ in 1768, Du Pont argued that among the natural rights of man was the 
right to provide for his own subsistence, together with property in his person and the 
products of his labour. 


There is therefore a natural and essential order to which social 
conventions are subjected, which order assures to men united in society 
the enjoyment of all their rights through the observation of all their 
duties. Exact and general submission to this order is the unique 
condition from which each might expect and might hope with certitude 
to participate in all the advantages which society might procure for him. 
(Du Pont, 1768 pp. 18-19) 


As he later insisted, ‘without property, no liberty; without liberty, no security’. This 
principle was explicitly linked by the Physiocrats to support for freedom of trade in 
grain, arguing that this would stimulate domestic producers, bringing with it also the 
prospect of importing luxury products in exchange for the products of French 
agriculture, increasing the disposable net product (and hence tax revenue) while at the 
same time limiting the activities of the sterile class, and in this manner preserving the 
balance between the classes which the Tableau was designed to express. 


The proponents of Physiocracy formed a cohesive school of thought whose efforts were 
directed exclusively to the diffusion of its basic principles. Quesnay’s first publications 
had been entries for the Encyclopédie on ‘Fermiers’ and ‘Grains’, both of which 
condemned the neglect of agriculture and the preoccupation of manufacturing activity 
with luxury goods. Appended to the latter was also a first version of of Quesnay’s 
fourteen ‘Maxims of Economic Government’ which emphasised the agrarian origin of 
wealth and the advantages of free trade in the products of agriculture and industry. As 
the school won converts these practical issues increasingly gave way to more general 
disquisitions on natural law, elaborating the philosophical underpinnings of the policy 
regime. In addition, by this time France had temporarily adopted free trade in grain, 
although the opposition which this met from both the public and the police led to a 
reversal of the policy in the early 1770s. A promise of greater welfare in the long run 
could nowhere overwhelm a fear of shortage in the short run. And in a predominantly 
agricultural economy it is in the short run that one either lives, or starves. 


5. The System of Natural Liberty 





Adam Smith’s chief criticisms of the Physiocratic, or ‘agricultural’ system as he called 
it in the Wealth of Nations, were the conventional ones of the day: that the distinction 
between productive agricultural labour and ‘sterile’ manufacturing labour was 
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untenable, and that it was accordingly indefensible to regard agriculture as uniquely 
productive of wealth. He did however aver that the system was ‘...the nearest 
approximation to the truth that has yet been published upon the subject of political 
oeconomy’, endorsing their focus on the annual production of consumable goods as the 
source of wealth, and their treatment of ‘perfect liberty’ as the most effective way of 
ensuring that this annual product was as great as possible. By contrast he condemned 
the other great school of political oeconomy, the ‘mercantile school’, which he 
suggested regarded money as the measure and substance of wealth. Smith proposed 
that the source of wealth was labour devoted to the production of material goods, 
generalising the Physiocratic principle into manufacturing, and marking such 
productive labour clearly off from the ‘unproductive’ labour associated with the 
provision of services of all kinds, no matter how essential to the security or good order 
of society. 


Despite the fact that Smith lived in a predominantly agricultural economy, whose basic 
rhythms and price movements were predicated upon the importance of grain, he 
perceived that the rapidity with which a nation might increase its welfare was 
constrained where policy was too preoccupied with the condition of agriculture. 
Introducing an analogy with the increase in the daily production of pins consequent 
upon a rational subdivision of the production process (borrowing the details for his 
example from the Encyclopédie article on pin-making), he argued that the improvement 
of productivity owing to the division of labour advanced less rapidly in agriculture than 
in manufacture. Furthermore, the progress of the division of labour was limited only by 
the ‘extent of the market’, linking the improvement of domestic productivity to the 
development of overseas trade. Smith therefore generalised a basically Physiocratic 
idea — for he too made a clear distinction between ‘productive’ and ‘unproductive’ 
labour which was to give rise to much debate — and employed it, in combination with 
the ‘division of labour’, in an argument for economic liberty. 


Smith argued in favour of a regime of economic liberty because it offered commercial 
society the most rapid path of advancement. Many of his contemporaries were 
sceptical of the role of commerce in promoting welfare, suggesting that the individual 
conduct which commerce both required and promoted was inimical to virtuous conduct, 
and that, therefore, commercial society was linked directly to a decline of civilised 
values. The anonymity of the market which Smith sought to extend, it was suggested, 
detached individuals from important social and political bonds and thus contributed 
directly to the destabilisation of society. (Tribe, 1999) Smith reversed these arguments: 
he argued that the extension of commerce secured the advance of liberty; reliance on 
the impersonality of the market freed individuals from the allocation of resources by 
rank or station. Furthermore, the increase in human intercourse which the extension of 
commerce brought with it generalised forms of virtuous behaviour through the work of 
the ‘impartial spectator’ which Smith outlined in his Theory of Moral Sentiments. 


The main lines of Smith’s Wealth of Nations form therefore part of eighteenth century 
debates on commerce and civilisation, rediscovering the virtues of civil society in the 
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structures of an emergent market-oriented economy. This is also linked to the role of 
Providence in the world which Smith outlines, where inequalities exist but are 
ameliorated by the advance of wealth — a process which the older systems of police 
impeded, which systems, therefore, discriminated against those very sections of the 
population that their work of regulation was intended to protect. (Winch, 1996) By 
identifying the benificent effects of the ‘system of natural liberty’ Adam Smith moved 
away from the terrain of a political oeconomy reaching back one hundred and fifty 
years, and laid the foundations for a new political economy which sought to isolate the 
laws governing the production and distribution of value. These laws, however, were 
themselves predicated upon a conception of human sociability that emerged from the 
Enlightenment. 


Smith’s Wealth of Nations was generally well-received in his lifetime, but the real 
influence of the work came after his death in 1790. The analysis of wealth that Smith 
offered, of its production and especially its distribution, made his writings popular 
among radical circles and for the duration of the Napoleonic Wars the doctrines of 
political economy were sometimes identified with republican politics. Indeed, when 
Jean-Baptiste Say published his Treatise of Political Economy in 1803 he felt 
constrained to argue in his preface that political economy was not connected to 
‘politics’ as generally understood. Say’s contemporary in England was, by contrast, 
Malthus, who fashioned a defence of the established order out of Smith’s political 
economy, and together with Ricardo elaborated a systematic exposition of wages, price 
and profits. For the political economists of the nineteenth century Adam Smith 
remained a canonical figure; when in 1848 John Stuart Mill published his Principles of 
Political Economy he saw his task to lie in an updating of Smith’s text, not in a 
rejection of the basic principles which it espoused. Nonetheless, political economy 
during the nineteenth century became detached from the theory of civilisation and 
progress that Smith had developed, and became instead one among several social 
sciences which sought to link the fate of society to human action. 
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